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AUDITING STANDARDS BOARD (ASB) MEETING 
August 14-16, 2007 
Minneapolis, MN 
 
MEETING ATTENDANCE 
 
ASB Members 
Harold Monk, Jr., Chair Absent 
Sheila Birch George Rippey 
Gerald Burns Art Winstead 
Walt Conn 
Tony Costantini  
Bob Dohrer (8/14 and 8/16 only) 
George Fritz 
Nick Mastracchio 
Jorge Milo  
Keith Newton 
Pat Piteo 
Doug Prawitt 
Lisa Ritter 
Diane Rubin 
Darrel Schubert 
Stephanie Westington 
Megan Zietsman 
 
AICPA Staff 
Rich Miller, General Counsel 
Chuck Landes, Audit and Attest Standards 
Ahava Goldman, Audit and Attest Standards 
Hiram Hasty, Audit and Attest Standards  
Judith Sherinsky, Audit and Attest Standards 
Linda Volkert, PCPS Technical Issues Committee 
Stephen Winters, Specialized Communities & Practice Management (via telephone, 8/16 
only) 
 
Observers and Guests 
Abe Akresh, Government Accountability Office 
Doug Besch, KPMG 
David Brumbeloe, KPMG LLP (8/14 only) 
Michael Campara, McGladrey & Pullen 
Julie Anne Dilley, PriceWaterhouseCoopers 
Jeff Ellis, Deloitte & Touche LLP 
John Fogarty, Deloitte & Touche LLP  
Bob Harris, Chair, AICPA National Accreditation Commission (via telephone, 8/16 only) 
Jan Herringer, BDO 
Charlie Leftwich, Ernst & Young 
Maria Manasses, Grant Thornton (8/14 only) 
Tammy Mooney, Thomson Tax & Accounting 
Tania Sergott, Deloitte & Touche LLP  
Matthew Schreiber, KPMG LLP 
George Tucker (via telephone, 8/16 only) 
 
 
CHAIR AND STAFF REPORTS 
Mr. Monk and Mr. Landes provided updates on matters relevant to the ASB. 
 
AGENDA ITEMS PRESENTED AT MEETING 
 
1. Statement on Quality Control Standard No. 7 (SQCS) 
Mr. David Brumbeloe, Chair of the Quality Control Standards Task Force (Task Force), 
led a discussion of changes to the proposed Statement on Quality Control Standards 
(SQCS), A Firm’s System of Quality Control. Changes had been made in response to the 
ASB’s directions to the task force at its May meeting and in consideration of the 
exposure draft version of [Revised and Redrafted] International Standard on Quality 
Control 1, Quality Control for Firms that Perform Audits and Reviews of Historical 
Financial Information, and Other Assurance and Related Services Engagements.  
The ASB  agreed with the task force that the proposed SQCS require the completion of 
an engagement quality control review and resolution of differences of opinion before the 
report is released, not before the report is dated.  
The ASB directed the task force to: 
 Change the term practitioner-in-charge to engagement partner and revise the 
definition to include reference to professional and regulatory authority. 
 Change the requirement to have policies and procedures addressing each element 
from an unconditional requirement to a presumptively mandatory requirement.  
 Incorporate the paragraphs addressing the familiarity threat into the preceding 
paragraphs addressing threats to independence. 
 Add a reference to the importance of passing the Uniform CPA Examination in 
the Human resources element. 
 Change the basis for determining review responsibilities from experienced 
personnel to qualified personnel. 
 Revise the guidance on consultation between the engagement partner and the 
engagement quality control reviewer. 
 Require that the engagement quality control review include a discussion with the 
engagement partner about significant findings and issues and not require 
discussion with other members of the engagement team.. 
 Require investigations into complaints and allegations to be supervised by a 
person with sufficient and appropriate experience and authority. 
 Make certain editorial changes. 
 Capture differences, and the ASB’s reasons therefore, between the proposed 
SQCS and the Exposure Draft of ISQC1, for publication. 
The ASB approved a motion to move to ballot the proposed SQCS for issuance. 
 
2. Quality Control SAS  
Mr. David Brumbeloe, Chair of the Quality Control Standards Task Force (Task Force), 
led a discussion of the proposed Statement on Auditing Standards, Quality Control for 
Audits. Changes had been made in response to the ASB’s directions to the task force at its 
May meeting and in consideration of the exposure draft version of [Revised and 
Redrafted] ISA 220, Quality Control for Audits of Historical Financial Statements.  
The ASB remains concerned that that auditors could be accused of failing to perform a 
GAAS audit if a quality control procedures happens to be overlooked, and that the 
proposed SAS pushes responsibilities that belong at the firm level down to the 
engagement level. The ASB directed the task force to: 
 Revise the objective to delete the phrase “through the implementation of 
appropriate quality control procedures at the engagement level”. 
 Revise the requirement for the engagement partner to evaluate whether members 
of the engagement team have complied with relevant ethical requirements to a 
requirement for the engagement partner to remain alert for evidence of non-
compliance with relevant ethical requirements by  members of the engagement 
team throughout the audit engagement..   
  Revise the requirement regarding the engagement partner’s responsibility for 
determining the engagement team’s compliance with relevant ethical 
requirements from a requirement to evaluate to a requirement to remain alert. 
There is a requirement in SAS 108 (AU section 311.11) for the auditor to evaluate 
compliance with ethical requirements.  
 Revise the requirement to document conclusions regarding client acceptance and 
continuance by deleting “the appropriateness of decisions”. 
 Make certain editorial changes.  
In its discussion of its Clarity project (see Agenda Item 6), the ASB determined that the 
proposed SAS would be included in the Clarity project. Accordingly, the proposed SAS 
will be drafted in the clarity format and would be effective at the same date as the other 
clarified SASs. 
 
3. Internal Control  
The ASB is revising AU Section 325, Communicating Internal Control Related Matters 
identified in an Audit, as well as AT Section 501, Reporting on an Entity’s Internal 
Control Over Financial Reporting, with the objective of converging the guidance in these 
standards with aspects of Public Company Accounting Oversight Board Auditing 
Standard No. 5, (AS5) An Audit of Internal Control Over Financial Reporting That is 
Integrated With An Audit of Financial Statements, as well as with the proposed 
International Standard on Auditing, Control Deficiencies Noted in an Audit,  being 
developed by the International Auditing and Assurance Standards Board (IAASB). The 
ASB concluded that: 
• The difference between the definition of significant deficiency in AU Section 325 and 
the definition in AS5 is too great to enable an interpretation of AU Section 325 that 
would permit auditors to use either the definitions of the various types of control 
deficiencies in AU Section 325 or those in AS5 when determining which control 
deficiencies are to be communicated to management and those charged with 
governance. (The definition of significant deficiency in AU Section 325 involves 
consideration of likelihood and magnitude; those factors are no longer a part of the 
definition in AS5.)  
• The task force should defer revising AU Section 325 until the IAASB makes further 
progress on its proposed ISA (the proposed ISA will be discussed at the December 
2007 IAASB meeting) and the ASB has more time to study the results of the IAASB 
definitions.  The ASB will work cooperatively with the General Accountability Office 
in making any changes to the definitions.   
• Auditors have just begun to implement Statement on Auditing Standards (SAS) No. 
112, Communicating Internal Control Related Matters Identified in an Audit, which 
revised AU Section 325 (as it existed under SAS No. 60, Communication of Internal 
Control Related Matters Noted in an Audit) and introduced new terms and definitions 
for the various types of control deficiencies.  Asking auditors to adopt changes to 
those terms and definitions and the factors to consider in evaluating control 
deficiencies so soon after SAS 112 was issued would be unduly burdensome to 
auditors. 
 • The task force should: 
 - Focus its efforts on revising AT Section 501 to reflect aspects of AS5 that are 
applicable to and beneficial for examinations of the internal control of nonissuers.    
- Present issues related to the revision of AT 501 at the October 2007 ASB 
meeting.  
 - Bring drafts of revised AU Section 325 and AT Section 501 to the April 2008 
ASB meeting for discussion. 
 
4. Written Representations  
Mr. Keith Newton, chair of the ASB Management Representations Task Force, noted that 
as a result of the exposure process, there have been substantive changes to proposed ISA 
580 (Revised and Redrafted), Written Representations, and many foundational issues 
have been resolved. Accordingly, before the task force begins re-drafting the proposed 
SAS, the ASB was asked to discuss the issues to be considered by the IAASB at its 
September meeting.  
Mr. John Fogarty, chair of the IAASB Written Representations task force, led a 
discussion of the issues presented in the IAASB meeting materials. The ASB indicated 
that it agreed with the direction taken by the IAASB task force on the issues presented 
and directed the ASB task force to draft a proposed SAS that, regardless of how these 
issues are resolved by the IAASB:  
 Retains the requirement to withdraw or disclaim an opinion when the auditor 
concludes that the written representations about the premise is not reliable, or 
management refuses to provide them. 
 Requires that the date of management’s representations be the same as the 
auditor’s report, not as “as near as practicable to, but not after, the date of the 
auditor’s report”; 
 Retains guidance on threshold amounts. 
 Includes as guidance certain illustrative representations. 
 
5.         SAS 74 Revision 
Mr. Chuck Landes led a discussion of possible alternatives to revising SAS 74 
“Compliance Auditing.”  Such an amendment to SAS 74 is deemed necessary to respond 
to changes in auditing literature as well as the federal study on the quality of single 
audits, Report on National Single Audit Sampling Project (the PCIE report).   
Mr. Landes discussed with the ASB two possible approaches.  One possible approach 
would be to amend SAS 74 and create a new auditing standard.  A second possible 
approach would be to explore deleting SAS 74 from the auditing literature and creating a 
new attestation standard, since AT 601 already deals with compliance “auditing” (known 
in the AT standards as an examination).  The ASB did not voice any concerns, on the 
surface, with either approach.  However, the AT approach will require discussions with 
all applicable regulators as well as studying possible public perceptions.  Staff will work 
with the AICPA Governmental Audit Quality Center Executive Committee to further 
study these alternatives and to have direct conversations with all applicable governmental 
agencies (for example GAO, OMB, HUD etc.).  
 
6. Improving the Clarity of ASB Standards, and Overall Objective and 
Conduct of an Audit 
 
Mr. Fogarty led the discussion of agenda item 6, Improving the Clarity of ASB 
Standards, and Overall Objective and Conduct of an Audit.  
 
Clarity of Standards  
In March 2007, the ASB issued a discussion paper entitled, Improving the Clarity of ASB 
Standards, for comment on issues related to the structure, format, and style of standards 
issued by the ASB. Comments on the discussion paper were due June 15, 2007. The ASB 
considered the comments received from respondents and the task force’s 
recommendation to those comments.  
 
Objectives: 
The ASB agreed that each statement should contain an objective. The objective will be 
drafted without using imperative language (must, is required or should) as such language 
confuses the concept of objectives with requirements. The objectives of individual 
statements support the overall objective of the auditor; they are used by the auditor in 
determining whether the overall objective of the audit (obtaining reasonable assurance) 
has been met.  
 
The ASB discussed how the 10 Standards fit with the objectives. Some of the 10 
Standards are sweeping whereas others are detailed and requirement-oriented. Some 
members of the ASB expressed concern that the 10 Standards no longer fit. They have 
become less relevant as the SASs become more sophisticated and topic-specific. The 
Clarity Task Force was directed to review the 10 Standards and propose amendments as 
necessary so that the 10 Standards are consistent with the current auditing model. 
 
The ASB discussed the 10 standards, their role in education, and the relationship between 
the 10 standards and the objectives of the 36 ISAs. The 10 standards are viewed as a 
foundational summary of professional standards, although the reporting standards are 
detailed and not overarching in nature. There is no a clear and direct correlation between 
the 10 standards and the ISA objectives.  The ASB directed the task force to prepare a 
foundational summary using the 10 standards as a starting point. 
 
The ASB agreed that appendixes will have the same authority as the standard, and that 
illustrative material that is expected to be subject to change would be placed in exhibits. 
 
Presentation: 
Respondents generally preferred the form of presentation that retained the application 
material with the requirements. The ASB agreed that the use of bold text to highlight 
requirements is helpful. The ASB supported indenting the grey letter text with the 
relevant requirement; however, the ASB stressed that all grey text following a 
requirement needs to be indented and linked to a requirement.  
 
 
Special Considerations 
The ASB agreed to include special considerations for small entities and for governmental 
entities. The Government Accountability Office will provide special considerations for 
governmental entities. The emphasis for small entities will be placed on how the 
procedures may be adapted, not omitted, for small entities. 
 
Glossary of Terms  
A glossary of terms will be included in the codification. A term will be defined the first 
time it is used in a Statement. The ASB agreed that there needs to be consistency in 
definitions of terms used by other AICPA standard setting bodies such as Professional 
Ethics Executive Committee and the Accounting and Review Services Committee and 
that staff will coordinate with staff of those committees.  
 
Effective Date 
The ASB agreed that it is appropriate that all redrafted Statements have the same 
effective date and that such effective date allow sufficient time for incorporating the 
standards into firm methodologies and training. The most significant concern expressed 
by discussion paper respondents was of becoming overwhelmed if the Board’s regular 
standard-setting agenda continues at today’s current pace while the existing standards are 
being clarified and codified. The ASB agreed that the only changes to auditing standards 
that should become effective before the clarified standards become effective would be 
those which the ASB determines must be made effective earlier to address significant 
issues. The ASB will avoid issuing Statements in the old format unless absolutely 
necessary to address an urgent issue.   
 
Consistency with ISAs 
Under the ISA base approach adopted by the ASB, the ASB will start with the ISA and 
make only those changes that are strictly necessary and compelling. Changes should be 
avoided at the requirements level. The agenda materials and highlights should include the 
reasons for any changes. Differences of substance between the ISA and the SAS should 
be included in an appendix to the SAS.  
 
Overall Objective and Conduct of an Audit 
Mr. Fogarty led a discussion of the issues identified by the Clarity Task Force in drafting  
a proposed SAS to converge with ISA 200, Overall Objective of the Independent Auditor, 
and the Conduct of an Audit in Accordance with International Standards on Auditing. 
 
Basis of accounting and financial reporting framework 
The ASB agreed with the direction taken by the task force in its initial draft of the 
proposed SAS in using the term basis of accounting in place of the less familiar term 
financial reporting framework, and directed the task force to work with the ASB task 
force responsible for revising AU section 623.  
 
Placement of paragraphs 
Mr. Fogarty noted that, due to placing related application material with introductory 
paragraphs, the first requirement in ISA 200 is in paragraph 55. The ASB did not believe 
that the requirements need to be placed early in the statement. 
 
Other issues 
The ASB agreed that the discussion in ISA 200 regarding the inherent limitations of an 
audit is sufficiently comprehensive and clear. The ASB directed the task force include the 
concepts currently addressed in AU sections 110.04 and 220.02. Mr. Fogarty noted that 
the IAASB drafted ISA 200 and then waited before issuing it as an exposure draft, in 
order to incorporate changes that arose from drafting other standards. The ASB agreed 
with that approach, and recommended that this standard be exposed along with other 
standards in clarified format, as this standard describes the format and nature of all SASs. 
 
7. Going Concern  
The Auditing Standards Board (ASB) is revising AU Section 341, The Auditor’s 
Consideration of an Entity’s Ability to Continue as a Going Concern, to achieve 
convergence with International Standard on Auditing (ISA) 570, Going Concern, issued 
by the International Auditing and Assurance Standards Board (IAASB).  In February 
2007 the IAASB issued an exposure draft (ED) of a proposed revision of ISA 570 and is 
currently considering comments on the ED.  Jorge Milo, Chair of the Going Concern 
Task Force, led the ASB in a discussion of issues related to the revision of AU Section 
341. The ASB concluded that:  
• The auditor's evaluation of the entity’s ability to continue as a going concern should 
not exceed one year from the balance sheet date, even if management has extended its 
assessment beyond that period. (The task force will draft AU Section 341 with a one 
year time frame which would  be reconsidered by the ASB if the Financial 
Accounting Standards Board’s (FASB) issues an accounting standard requiring a 
different time frame.) 
• The requirement in extant AU Section 341, that the auditor’s consideration of the 
entity’s ability to continue as a going concern be for a period not to exceed one year 
beyond the balance sheet date, fulfills the requirement in ISA 570 that the period be at 
least twelve months from the balance sheet date. 
• Paragraphs 21 and 22 of the draft should be revised to clarify that management’s 
responses to the auditor’s inquiries about events or conditions beyond the period 
covered by management’s assessment should be used to evaluate assumptions 
underlying management’s assessment. (The auditor is not required to test for events 
or conditions that cast significant doubt about the entity’s ability to continue as a 
going concern beyond the period of management’s assessment.)  
• The proposed revision should retain the reporting guidance in extant AU Section 
341.16 regarding the auditor’s report on comparative financial statements when (1) 
the report on the prior year’s financial statements included a going concern paragraph 
and substantial doubt has since been alleviated or (2) the report on the current year’s 
financial statements includes a going concern paragraph and a  going concern 
paragraph was not included in the prior year’s report.  
• The procedures in paragraph A20 of the ISA 570 ED (comparing prospective 
financial information for recent periods with historical results and comparing 
prospective financial Information for the current period with results achieved to date) 
need not be elevated to a requirement in the proposed revision, even though they are 
requirements in extant AU Section 341.09 because they describe how the auditor 
performs an existing requirement (to obtain sufficient appropriate audit evidence to 
determine whether a material uncertainty exists) and therefore may be application 
guidance.  
• If the auditor has concluded that there is substantial doubt about the entity’s ability to 
continue as a going concern, the auditor should communicate to those charged with 
governance the matters in extant AU 341.17a-c even though these matters are not 
required communications in the ISA 570 ED.  
• The language in paragraph 14(b) of the proposed revision, regarding the auditor’s 
responsibility for evaluating management’s plans, does not need to be revised to 
agree with the language in extant AU Section 341.08.  (In the proposed revision, the 
auditor is required to “obtain sufficient appropriate audit evidence that management's 
plans are feasible in the circumstances.”  In extant AU Section 341.08, the auditor is 
required to “identify those elements that are particularly significant to overcoming the 
adverse effects of the conditions and events and perform auditing procedures to 
obtain evidential matter about them.)  
• The situation described in paragraphs 15 and 16 of the proposed revision, that 
addresses loans to the entity from the owner-manager, should be broadened to include 
additional financial support from any investor or related party when the entity is  
dependent on that support. 
• In determining whether to use the term significant doubt (used in International 
Accounting Standard (IAS) 1, Presentation of Financial Statements, and the ISA 570 
ED) or the term substantial doubt (used in extant AU Section 341), the task force 
should ultimately use the same term that is used in the accounting standard that will 
be developed by the FASB.  In the interim, the ASB has expressed a preference for 
the term substantial doubt. 
• Paragraph 40 should be revised to require the auditor to document how his or her 
substantial doubt about the entity’s ability to continue as a going concern was 
alleviated, if such doubt initially existed. 
• The term “may” should be eliminated from the phrase "may cast significant doubt on 
the entity's ability to continue as a going concern" when the auditor has already 
concluded that substantial doubt exists.  The ISA 570 ED retains the word “may” in 
the phrase after the auditor has concluded that significant doubt exists. 
• The guidance in Interpretation No. 1, "Eliminating a Going-Concern Explanatory 
Paragraph From a Reissued Report," of extant AU 341 should be incorporated in the 
proposed revision. 
• The proposed revision should retain the guidance in footnote 2 of extant AU 341.01 
indicating that AU Section 341 is applicable to audits of financial statements prepared 
either in accordance with generally accepted accounting principles or an other 
comprehensive basis of accounting.  The ISA 570 ED does not include that statement. 
• The task force should continue its work on revising AU Section 341 and assume that 
the FASB will issue related accounting guidance.  (The going-concern auditing 
guidance in ISA 570 is based on IAS 1 which requires management to assess the 
entity’s ability to continue as a going concern.  Currently, a parallel accounting 
requirement does not exist in U.S. generally accepted accounting principles. It is 
expected that the FASB’s standard will contain such a requirement.)   
 
8. Service Organizations  
The Service Organizations Task Force is revising AU Section 324, Service 
Organizations, which  provides guidance to auditors of the financial statements of entities 
that use service organizations (user auditors) and  auditors reporting on controls at service 
organizations (service auditors).  The ASB plans to move the guidance for service 
auditors from AU Section 324 to a new attestation standard. The objective of the task 
force is to converge the guidance in generally accepted auditing standards on service 
organizations with that of the International Auditing and Assurance Standards Board 
(IAASB). The IAASB currently is revising International Standard on Auditing (ISA) 402, 
Audit Considerations Relating to an Entity Using a Service Organization, and also is 
developing a new International Standard on Assurance Engagements (ISAE) 3402, 
Assurance on a Service Organization’s Controls, that will provide guidance to service 
auditors.  George Tucker, Chair of the Service Organizations Task Force led the ASB in a 
discussion of issues related to the revision of AU Section 324.  
The ASB concluded that the proposed attestation standard should: 
  Consistent with existing AU section 324: 
o Enable  a service auditor to report on controls  placed in operation (a type 
1 report), and to report on controls placed in operation and tests of 
operating effectiveness (a type 2 report). 
o Require the service auditor to inquire about changes in the service 
organization’s controls and determine whether changes that the service 
auditor believes would be significant to user organizations and their 
auditors are included in the service organization’s description of controls, 
even though a type 1 report is as of a date and not for a period, 
o Enable service organizations that use the services of other service 
organizations (sub-service organizations) to decide whether to include or 
exclude from their description of controls the relevant controls of sub-
service organizations. The service auditor may report on either type of 
presentation and, in addition, a new third option should be made available 
to the service auditor of either making reference to or relying on a sub-
service auditor’s report as the basis, in part, for the service auditor’s 
opinion. 
o Restrict use of a service auditor’s report to management of the service 
organization, the service organization’s customers, and auditors of these 
customers. (Use of the report is not intended for potential customers of the 
service organization.)   
  Provide application guidance regarding the factors to consider when determining 
whether to include or exclude from their description of controls the relevant controls of 
sub-service organizations.  
 Not include guidance addressing situations where a service auditor may perform 
substantive procedures on behalf of user auditors, because in doing so the service 
auditor is not performing “service auditor” procedures. 
 Allow auditors to be able to use the proposed attestation standard when reporting on 
subject matter other than controls over financial reporting, for example, controls over 
compliance at service organizations that perform compliance related services for user 
organizations.   
 Provide that a service auditor may report on management’s assertion or directly on the 
subject matter; however, management must provide an assertion regarding the fairness 
of the description, suitability of the design, and, for type 2 reports, the operating 
effectiveness of the controls.  The assertion must be made available to users of the 
report either as an attachment to the service auditor’s report or by stating 
management’s assertion in the service auditor’s report.  
The ASB directed the task force to 
 Further consider how and the extent to which the information provided in a type 1 
report contributes to a user auditor’s risk assessment process in an audit of the financial 
statements of a user organization. (In the context of the risk assessment standards, a 
type 1 report is intended to enable user auditors to assess the risk of material 
misstatement and design further audit procedures.) 
  Present recommendations to the ASB regarding the criteria to be used in evaluating 
the design and operating effectiveness of a service organization’s controls that may 
affect user organizations. 
 Consult with representatives of the PCAOB to determine whether user auditors would 
be able to use a service auditor’s report issued under the new attestation standard when 
auditing the financial statements of issuers. 
 
9. Proposed Forensic Accounting Credential 
Mr. Bob Harris, Chair of the AICPA National Accreditation Commission, and Mr. 
Stephen Winters, Director – AICPA Specialized Communities & Practice Management, 
informed the ASB, via telephone, of the proposed forensic accounting credential. 
 
The meeting adjourned at 10:30 a.m. on Thursday, August 16. 
 
